Introduction
The debate over the possible adverse effects of overseas production by multinational enterprises (MNEs) on home employment ('exporting jobs') first emerged in the US in the late1960s (Kravis and Lipsey, 1988). It has gained increased attention in policy circles of industrial countries in recent year with the growing importance of international fragmentation of production (Lipsey, 1995; Harrison and McMillan, 2006) . It had also become the subject of heated policy debate in Japan under the label of 'manufacturing hollowing-out' following the spread of production bases of Japanese MNEs to low cost countries in East Asia from the mid-1980s.
Given its policy importance, there has been a proliferation of empirical investigations of the exporting jobs hypothesis, using MNEs. However, to our best knowledge, so far no similar study has been undertaken for Japanese MNEs. This paper fills that gap. The available Japanese evidence on this subject is mainly drawn from the readily available industry-level FDI data (Fukao, 1995; Fukao and Amano, 1998; Fukao and Yuan, 2001 ). Since the FDI decision is made at the firm-level rather than the industry-level, the firmlevel dataset allows us to undertake the first analysis for properly assessing the exporting jobs hypothesis for Japanese MNEs. Head and Ries (2002) uses the firm-level data compiled from the Toyo Keizai which only includes the listed firms in the Japanese stock market in Japan. Instead, the dataset compiled for our paper cover divers scale of Japanese parent firms. ß 2009 Elsevier B.V. All rights reserved. § This study was conducted as part of the project on industry and firm-level productivity in Japan undertaken by Research Institute of Economy, Trade and Industry (RIETI). The authors would like to thank RIETI and the Ministry of Economy, Trade and Industry (METI) for the dataset available to this study. We are grateful to Prema-Chandra Athukorala and Sisira Jayasuriya for useful comments and suggestions which led to significant improvements of the paper as well as to an anonymous referee for constructive suggestions. We also thank seminar participants at the Asia-Pacific Trade seminar (APTS) at Sydney University, Yokohama National University, Kobe University and the Global and Development Centre Conference at Bond University. Some of this research was undertaken when the first author was visiting the Institute of Economic Research at Hitotsubashi University, which provided a supportive and hospitable environment. He likes to thank Ms Yumiko Moriyama.This paper uses a newly constructed firm-level matched parentaffiliates panel dataset over the period [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] ). The analysis of this paper is based on estimating labour demand of parent firms controlling for the firm attributes and specific regional characteristics of overseas operation of MNEs. The findings of this paper do not support the 'exporting job hypothesis'. Instead, there is some evidence of complementary relationship between employment in foreign affiliates of MNEs and their home employment; a 10 percent increase of foreign affiliate employment leads to a 0.2 percent increase in home employment. This finding is robust to alternative model specifications that appropriately allow for locations-specific characteristics of foreign affiliates. Thus, this paper alerts to the possibility that, as the globalisation process continues, policy initiative driven by the public fear of exporting jobs could have perverse effect of constraining MNE's ability to avert domestic employment contraction by outsourcing some segments of the production process.
The next section summarises the theoretical discussion and the existing empirical evidence on the impacts of overseas operation on MNEs' home economic activity. Sections 4-6 introduce the econometric specification, the description of the data and the estimation method, followed by interpretation on the results in Section 7. Section 8 concludes.
The effect of the overseas operations on domestic operations of MNEs
There is no definitive theory of the effects of overseas operations of MNEs on home economic activity. One view argues that for a fixed level of overall production including parent and affiliate production, any expansion in the overseas operations of MNEs simultaneously reduces domestic operations (the substitution effect). However, this simplistic substitution story ignores the positive effects of overseas expansion on domestic activity. It is equally possible that increased overseas operations might enhance the scale of home economic activity due to better resource allocations and the expanded overseas market (the scale effect). Therefore, the net impact of increased overseas operation on home economic activity can be either positive or negative, depending on the magnitude of the scale and the substitution effects (Hanson et al., 2003) .
The net effect of overseas operation can also vary among different types of MNEs. In general, the theory postulates two types of MNEs, depending on the investment motivation: vertical or horizontal. The former type of MNEs vertically separate the production process between parent MNEs and their foreign affiliates. MNEs of this type are usually motivated to take advantage of the existence of international factor price differentials between home and host-country. In this case, overseas and domestic employment can be substitutes, since some domestic operations are directly relocated to overseas locations. However, it is possible that the domestic operation is expanded due to the enhanced production efficiency of vertical specialisation.
The horizontal type of MNE overseas operations are motivated by the objective of expanding overall sales. In this case, expanded overseas operations may either have little effect on the scale of the domestic operation of MNEs or their domestic operations may even expand due to the expanded worldwide scale of production. Beyond this theoretical classification of MNE types, the postulated relationship between overseas and domestic employment might also depend on the extent to which overseas operations are located in developed as opposed to developing countries, and also whether foreign affiliates have plant-level or firm-level economies of scale. To date, the theory of MNEs does not provide clear-cut predictions about the possible effects of foreign production on home operations.
Fukao (1995) makes an early attempt to examine the possible impacts of foreign affiliate production on domestic employment for Japan. Fukao and Yuan (2001) develop a three-digit level of cross-industry data, concerning the impact of FDI on the employment growth rate over the period 1989-1998. The unique feature of their study is the differentiation of FDI by investment motivation and region of the host-country. Fukao and Yuan (2001) find that Japanese FDI in East Asia led to shedding of around 600,000 workers at home. They also find that market-oriented FDI in East Asia appeared to increase home country employment. Our paper makes an important extension of these studies by examining the exporting jobs hypothesis, using newly developed parentaffiliates panel dataset. The previous studies primarily use readily available FDI data at industry-level. There is virtually no direct evidence of how Japanese MNEs adjust home employment in response to changes in production capacity of foreign affiliates. This is certainly an area where studies on Japanese MNEs lag behind those of US and Sweden-based MNEs.
2 Firm-level analysis is more appropriate because FDI decision is determined at firmlevel rather than industry-level. The only exception is Head and Ries (2002) that use firm-level data for Japanese MNEs from Toyo 
